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The Peripheral Area of Contingent Liabilities 


Total of $291 Billion Indicates Extent of Government Intervention in the Economy 


ATS trend of government expenditures for military security, with reductions and more 
productive results in other activities of government, are generating forecasts of lower tax 
needs. However, these possibilities are also generating proposals for additional government inter- 
vention in the economy either as a matter of fundamental philosophy or to cushion the effects of 


reductions in current government spending. 


In analyzing the need or wisdom of additional 
government intervention in the economy, the first 
approach should be an identification of the extent 
to which the Federal government has already moved 
in this direction. Current levels of budget expendi- 
tures and debt do not fully measure the scope of 
the Federal government’s role in the economy. There 
is a vast peripheral area of contingent liabilities 
and other obligations that should be taken into 
account in measuring government activities de- 
signed to support the economy. These constitute 
legal or moral commitments arising from various 
Federal economic and social programs, although 
they may not now be direct obligations subject to 
the statutory debt limit. 


The primary purpose of this analysis is to show 
the nature and the magnitude of these contingent 
liabilities because they all involve some type of 
government intervention in the economy; although 
there is always the future possibility that these lia- 
bilities will become actual obligations and thus add 
to government expenditure and debt. Aside from the 
$274 billion of direct Federal government indebted- 
ness subject to the statutory debt limitation, there 
are disclosed herein contingent liabilities and other 





obligations totaling $291.3 billion. This is the total 
tabulated by the Treasury Department as of dates 
between June 30, 1954 and December 31, 1954. 


The Treasury in its memorandum cautioned 
against adding the entire amount of these obliga- 
tions to the public debt because of possible over- 
lapping and misleading influences. It noted, for 
example, that Postal Savings bonds in the public 
debt are matched by obligations of the government 
to depositors in the Postal Savings System, which 
are outside the debt. The Treasury pointed out also 
that the totals of life insurance and guaranteed loans 
to veterans are much more than the government’s 
real liability, taking account of actuarial estimates 
of mortality risks, security back of loans, and liqui- 
dation of indebtedness through premiums and in- 
stallment payments. The Treasury tabulation ex- 
cludes recurring budget costs under statutory com- 
mitments for which annual appropriations are made 
but which are not yet “obligated,” such as grants to 
states for highways and welfare programs. 


This is the second of two articles dealing with 
Federal loans, guarantees, and contingent lia- 


bilities. The first appeared in February. 
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Even this $291.3 billion total is not complete. 


Many government interventions are not in the form 
of policies that are reducible to dollar measure- 
ment, Likewise, some contingent liabilities or obli- 
gations which the government may have morally 
created, such as Old Age and Survivors Insurance 
programs, are not included. 


New light is shed on the obligations outside the 
debt limit by official data supplied by the Treasury 
during hearings of the Congressional Joint Com- 
mittee on the Economic Report in January and 
February 1955. 


The Treasury tabulation includes five groups, as 
follows: 


I. Conditional obligations, consisting of insur- 
ance, guaranties and obligations issued on the credit 
- of the United States, totaling $231.3 billion; 


II. Unliquidated obligations, which must be paid 
under uncompleted contracts and purchase orders, 


totaling $49.4 billion; 


III. Unguaranteed securities issued by Federal 
agencies, totaling $2.4 billion; 


IV. Other commitments outside the debt limit 
embracing agreements for future loans, insurance 
of mortgages, and purchase of mortgages, and an 
- unpaid subscription to an international organiza- 
tion, totaling $7.7 billion; and 


V. The portion of the public debt not subject to 
the statutory limit, a relatively small amount, 
$527.9 million. 


1. Conditional Obligations 


Insurance and guaranty programs included in the 
Treasury tabulation of “conditional obligations” 
have mushroomed enormously since their inception. 
These programs as a general rule have not resulted 
in appreciable budget costs. 


The $231.3 billion of “conditional obligations” 
includes $172.0 billion of insurance, $30.7 billion 
of insurance or guaranties of private obligations, 
‘and $28.6 billion of obligations issued on the credit 
of the United States. 


The items in the insurance subgroup, as of No- 
vember 30, 1954, were as follows: 
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Federal Deposit Insurance Corporation. .$106,214,999,000 
Federal Savings and Loan Insurance 


Corporatiod .....ccsceccccscccccuecees 22,602,000,000 
Veterans’ Administration: 
National Service Life Insurance ....... 41,010,980,087 
U. S. Government Life Insurance....... 1,773,232,356 
Federal Crop Insurance Corporation. ..... 353,470,000 
Export-Import Bank ............--.++++: 227,878 
Total insurance in force ............- $171,954,909,321 


The FDIC insurance of bank deposits was en- 
acted by Congress in the Banking Act of 1934, The 
most recent annual report of the FDIC shows that, 
from the beginning of its operations to the end of 
calendar 1954, the Corporation had disbursed $330.7 
million to protect depositors and facilitate termina- 
tion of liquidations in 424 insured banks, and that 
$301.6 million of the amount had been recovered. 
The assets of the Corporation were stated to be $1.5 
billion in excess of liabilities at the end of 1954. 
Besides this sum (forming a fund available for 
future losses), the Corporation has authority which 
it has never used, to borrow up to $3 billion from 
the Treasury. 


The Federal Savings and Loan Insurance Corpo- 
ration was established under the National Housing 
Act of 1934, Income from insurance premiums and 
interest on investments was sufficient to meet all 
losses, operating expenses, dividends on capital 
stock, and to establish a reserve for insurance losses 
of $147.6 million as of June 30, 1954. The Corpo- 
ration also has authority, which it has not used, to 
borrow up to $750 million from the Treasury. 


National Service Life Insurance under the Vet- 
erans’ Administration had its inception in 1940. The 
latest annual report of the Veterans’ Administra- 
tion, shows that the cumulative income of the NSLI 
program from its origin in October 1940 to the 
end of 1953, was $12.3 billion, and total disburse- 
ments were $6.9 billion. The income included $6.2 
billions in premiums, $1.5 billion in interest, and 
$4.5 billion reimbursement from the government for 
death and disability claims due to the extra hazard 
of military service. (Congress makes appropriations 
to cover such reimbursement.) The disbursements 
included $3.7 billion in dividends to policyholders. 


United States Government Life Insurance was 
started in World War I. Cumulative income of the 
United States Government Life Insurance program, 
from its origin in May 1919 to the end of 1953 was 
$2.9 billion, including $1.7 billion in premiums, 
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$1.1 billion in interest, and $137 million in reim- 
bursement from the government. Total disburse- 
ments were $1.6 billion, including $360 million in 
dividends to policyholders. 


The Federal Crop Insurance Corporation in the 
Department of Agriculture has operated on an ex- 
perimental basis, usually at a loss, since 1938, Its 
actual and estimated deficits for the fiscal years 
1954, 1955, and 1956, total $16.3 million, accord- 
ing to its budget statement in January. This does 
not include administrative costs, for which appro- 
priations are made. 


The Treasury tabulation of insurance or guaran- 
ties of private obligations forming the second sub- 
group, as of November 30, 1954 (except as noted), 
follows: 

Federal Housing Administration: 
Mortgage loans ..................00000- $16,811,222,410 


Property improvement loans (estimated 
liability on $1,420,451,674 outstanding 


balance of insurance in force)........ 233,994,207 
Public Housing Administration ........... 2,583,125,465 
Veterans’ Administration ................ 9,618,000,000 
Commodity Credit Corporation ........... 855,679,318 
Defense Production Act of 1950, 

OU SII Sion vo sss wks <b abuse beaucass 395,388,224 
Export-Import Bank ...................-- 107,285,460 
Farmers’ Home Administration ........... 66,715,486 
Foreign Operations Administration ....... 37,822,800 
Secretary of the Treasury (Reconstruction 

Finance Corporation in liquidation, 

Defense Production Act, and Civil 

Defense AG) ooo. oo CRT 14,798,228 
Small Business Administration............ 7,798,765 
Maritime Administration ................. 658,333 

Total guaranties of private obligations, 

GEE. kis sek wei ek iss eae else cece $30,732,488,696 


The total of guaranties of mortgage loans by the 
Federal Housing Administration is increasing each 
year. The FHA, a noncorporate business-type agency 
created by the National Housing Act of 1934 and 
made subject to the Government Corporation Con- 
trol Act in 1948, had written $34.4 billion of insur- 
ance on mortgage loans up to June 30, 1954, of 
which there was still outstanding $16.4 billion, a 
little less than the total for November 30, 1954, in 
the tabulation. Operations in the fiscal year 1954 
resulted in a net income of $54.4 million. Net in- 
come was estimated at $70.6 million in fiscal 1955 
and $92 million in fiscal 1956, in the January 1955 
budget for fiscal 1956. Insurance reserves, available 
for future losses and expenses, are estimated to 
reach $487.2 million by June 30, 1956, In fiscal 
1954, $46.4 million of debentures was issued. Oper- 
ations of the FHA do not at present require appro- 


priations, borrowings from the Treasury, or budget 
expenditures. 


The Public Housing Administration has assumed 
extensive contingent liabilities under the low-rent 
public housing program, authorized by the Housing 
Act of 1949. The $2.6 billion total in the tabulation 
represents all borrowings by the local public hous- 
ing authorities, for which the PHA assumes re- 
sponsibility in one way or another. 


The $9.6 billion of obligations under the Vet- 
erans’ Administration is an estimate of the govern- 
ment’s liability for guaranteed and insured loans by 
banks to veterans for homes or business purposes, 
on June 30, 1954. The principal amount of the 
loans was $17.3 billion, and it is estimated that this 
total will increase to $23.7 billion by June 30, 1956. 
The present authority to guarantee or insure loans 
expires on July 25, 1957. The budget for fiscal 1956 
included $25 million for acquisition of properties 
and losses on defaulted guaranteed loans. 


The $855.7 million for the Commodity Credit 
Corporation relates to guaranties of price-support 
loans by private lending agencies and banks. It is 
separate from certificates of interest, representing 
temporary financing through commercial banks, 
which appear under another grouping of obligations 
outside the public debt. 


Extensive guaranties have been made in connec- 
tion with the program for stimulation of production 
of critical materials, under provisions of the Defense 
Production Act of 1950 giving authority to the 
President to borrow $2.1 billion from the Treasury 
for loans, purchases, and guaranties. The Export- 
Import Bank guarantees private loans to exporters 
and importers, besides making direct loans. The 
Farmers’ Home Administration, the Small! Business 
Administration, and the Maritime Administration 
have similar authority in their particular fields. The 
guaranties of the Foreign Operations Administration 
are extended to American companies operating 
abroad against risks from inconvertibility of for- 
eign currencies and expropriation or confiscation by 
foreign governments. 


The third subgroup of conditional obligations 
consists of “obligations issued on credit of the 
United States.” It contains only three items, all 
under the heading “funds due depositors.” The 
items, as of November 30, 1954, were as follows: 
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National Mortgage Association. Their exclusion con- 
forms to the bookkeeping practice in connection 
with corporations in which the government no 
longer holds capital stock. 


Federal Reserve notes (face amount)...... $26,435,896,598 
United States Postal Savings System....... 2,154,089,600 
Canal Zone Postal Savings System......... 6,475,135 
Total obligations issued on credit of the 
RAE SONOS, ini cc eccccssvcéevesss $28,596,461,333 


The Federal Reserve notes, as well as amounts 
due depositors in the postal savings systems in the 
United States and the Canal Zone, are definitely con- 

tingent liabilities of the government. 


ll. Unliquidated Obligations 


The second major group in the Treasury tabula- 
tion, embracing unliquidated obligations, represents 
amounts as reported by government agencies, ex- 
clusive of the Post Office Department, outstanding 
against appropriations and contract authorizations. 
Items in this group, as of June 30, 1954, were as 
follows: 


Department of the Army................. $ 9,009,591,578 
Department of the Air Force.............. 16,019,068,931 
Department of the Navy...............++. 11,252,998,941 
Secretary of Defense ....................- 5,185,478,686 
CE IID 5 bikin voce veces csccesccccs 7,965,765,834 

Total unliquidated obligations.......... $49,432,903,970 


The Treasury memorandum explains the nature 
of these obligations as follows: “The amount of 
unliquidated obligations contained in this figure is 
a mixture of actual liabilities plus uncompleted con- 
tracts, purchase erders, etc., for materials or serv- 
ices as of June 30, 1954. Some of the uncompleted 
contracts may not be completed for one or more 
years and as of June 30, 1954, represent commit- 
ments for future deliveries of materials or services. 
The agencies have not been able to furnish the 
actual liability portion of the unliquidated obli- 
gations. The above figure includes unliquidated 
obligations of appropriated funds of government 
corporations; does not include any of the liabilities 
or unliquidated obligations of government corpora- 
tions arising from the activities of their own or 


borrowed funds.” 


lil. Unguaranteed Securities of Federal Agencies 


The third major group in the Treasury tabulation, 
consisting of securities and other liabilities of 
Federal agencies not guaranteed by the United 
States Government, provides only a partial picture 
of the extent to which activities are being financed 
through the sale of unguaranteed obligations. The 
$2.4 billion total does not include financing by the 
Federal land banks or by the reorganized Federal 
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The items in this group, as of December 31, 1954 
(except as noted), were as follows: 


Federal Intermediate Credit Banks: 


onan BRPUALGROLE SHBG Los Sieg aieprs TS RSEC SBE yee $ 635,060,000 
Notes payable to commercial banks....... 5,250,000 
Banks for Cooperatives: 
Notes payable to commercial banks....... 36,000,000 
Collateral trust debentures .............- 120,000,000 
Federal Home Loan Banks (Federal Home 
Loan Bank obligations) ...............- 272,000,000 


Commodity Credit Corporation (certificates 
of interest, as of November 30, 1954) .... 1,308,339,335 
$2,376,649,335 
The federal intermedite credit banks, the federal 
land banks, and the banks for cooperatives finance 
their operations through the sale of unguaranteed 
obligations to the public. The Treasury tabulation 
includes the intermediate credit banks, stock of 
which is owned wholly by the government, and the 
banks for cooperatives, owned partially by the gov- 
ernment. The tabulation omits the land banks, in 
which all government capital has been retired. A 
footnote states that Federal land bank bonds and 
notes to the amount of $1,044,945,940 were out- 
standing on December 31, 1954. The home loan 
banks under the Home Loan Bank Board appear in 
the tabulation, although all government capital in 

them was retired in 1951. 


Another footnote indicates that the U.S. Treasury, 
on behalf of the Federal National Mortgage Asso- 
ciation, offered for cash subscription on January 
11, 1955, $500 million of notes of the Association. 
These are not guaranteed. 


Whether or not the banks under the Farm Credit 
Administration and the Home Loan Bank Board, 
and the Federal National Mortgage Corporation re- 
tain government capital, their unguaranteed securi- 
ties are recognized as a moral obligation of the gov- 
ernment. 


Certificates of interest have been issued by the 
Commodity Credit Corporation during the past two 
years as a means of easing the Treasury’s problem 
in keeping within the debt limit. The CCC “pooled” 
certain price-support commodity loans which it had 
made or purchased from private banks and offered 
certificates of interest in the pool to the commercial 
banks. This enabled the CCC to reduce its borrow- 
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ings from the Treasury and thus to carry out a part 
of its financing outside the debt limit. Interest rates 
were a little more than the average cost of money 
obtained through the Treasury. 


IV. Miscellaneous Commitments Outside 
the Public Debt 


The miscellaneous commitments tabulated by the 
Treasury cover a wide range of activities. These are 
agreements to make or insure loans, purchase mort- 
gages, or make other payments. The items under 
this classification, as of November 30, 1954, were 
as follows: 


Commitments to make future loans: 
Rural Electrification Administration...... $ 551,737,564 
Export-Import Bank ................-+-- 565,023,713 
Housing and Home Finance Administrator 
(urban renewal fund, loans for educa- 
tional institutions, and liquidating pro- 


WED ive caakes vivtescncesctenweeees 127,352,740 
Public Housing Administration .......... 86,175,706 
Small Business Administration .......... 9,943,984 
Farmers’ Home Administration .......... 7,762,634 
Secretary of the Treasury (RFC liquida- 

tion, Defense Production Act, and Civil 

Defense Att} socks cccccsevevtccescee 107,071,795 
Disaster loans revolving fund ............ 2,361,825 
Commodity Credit Corporation .......... 646,060 

Total commitments to make future 
OOD: oan cpiassaekecten vues 1,458,076,021 
Commitments by Federal Housing Adminis- 
tration to insure mortgage loans........ 3,145,481,351 


Commitments by Federal National Mortgage 
Association to purchase mortgages in- 
sured by FHA or guaranteed by VA.... 546,740,627 
Unpaid subscription to capital stock of the 
International Bank for Reconstruction 
and Development .............++e+e+0: 2,540,000,000 


Total miscellaneous commitments. .$7,690,297,999 


The commitments to make future loans involve 
more than contingent liabilities. The loans when 
made would be budget expenditures. While reim- 
burseable, many of the loans are for terms as long 
as 30 years. The commitments to insure mortgage 
loans involve possible contingent liabilities, affect- 
ing the budget only in the event of defaults in excess 
of reserve funds of the Federal Housing Adminis- 
tration. 


Under the articles of agreement for the Interna- 
tional Bank for Reconstruction and Development 
the United States was committed to a subscription 
of $3,175 million to its capital stock. Of this amount 
20 percent, or $635 million, was required to be 
paid in at the time of organization, with the remain- 
ing 80 percent or $2,540 million subject to call to 
meet losses of the Bank. The lending of the Bank is 


for long terms, which would mean that no substan- 
tial losses are likely in the near future, and little if 
any of the amount may ever be called for. This 
commitment is, in effect, a contingent liability. 


V. Direct Obligations Outside the Debt Limit 


The fifth major group is the only one embracing 
obligations which are within the public debt, al- 
though outside the statutory limitation. The items in 
this group, as of December 31, 1954, were as fol- 
lows: 


Panama Canal loan of 1961.................. $ 49,800,000 
Postal Savings bonds ................+.-+++ 34,9. 
Matured debt on which interest has ceased.... 4,482,410 
United States notes (less gold reserve)....... 190,641,585 
Deposits for retirement of national bank notes 
and Federal Reserve Bank notes ........... 242,264,592 
Other debt bearing no interest..............- 5,731,733 
Tete 200 Ri SSR a eer eae $527,857,180 


The present law provides that obligations issued 
under the Second Liberty Bond Act of September 
1917, as amended at various times, and those guar- 
anteed as to principal and interest by the United 
States and held outside the Treasury shall be in- 
cluded within the statutory debt limitation. The only 
securities still outstanding on December 31, 1954, 
which were issued under other laws than the Second 
Liberty Bond Act, are 50-year Panama Canal bonds 
issued in 1911, and payable in 1961, Postal Savings 
bonds issued in 1935 and payable this year, and 
small amounts issued under various laws which 
have matured and on which interest has ceased. 


Also included in the public debt, but outside the 
debt limit, are (1) the United States notes, the so- 
called greenbacks, less gold reserve, and (2) de- 
posits for retirement of national bank notes and 
Federal Reserve Bank notes. These obligations are 
non-interest bearing. The United States notes, origi- 
nally issued to aid in financing the Civil War and 
since 1878 outstanding in a total of $346.7 million, 
are secured by gold to the amount of $156.0 mil- 
lion, The unsecured balance of $190.6 million is 
considered a part of the public debt. The national 
bank notes, a bond-secured currency formerly next 
in importance to Federal reserve notes, have been 
in process of retirement since 1935. The Federal 
Reserve Bank notes, which are distinct from Fed- 
eral Reserve notes and secured only by government 
bonds, were issued on a temporary basis to meet 
emergencies following the bank holiday at the be- 
ginning of the Roosevelt Administration. A recent 


35 





TAX REVIEW, JUL¥. 1955, , 


“HY cos a 
Poibooc oo eco eo oo on FOF OOO OF OOOO LOOODSO2O29O OOOO 


ooooooo o 0000 


: Treasury statetigif’Sovett $67 million of national 


bank notes and $165 million of Federal Reserve 


Bank notes still if Gitenlayons 


Future Possibilities 


Contingent liabilities of the Federal government 
have steadily grown larger during the past two 
decades and will mount year by year as deposits of 
banks and other insured savings institutions increase 
and as insurance and guaranties in various areas of 
activity continue to be offered. Budget expenditures 
from these liabilities should not be large so long as 
the economy remains in a sound condition. Another 
major depression could lead to large losses, which 
would have to be met by the taxpayers. The un- 
guaranteed obligations of agricultural and housing 
institutions are a moral responsibility of the gov- 


ernment, and to that extent are in a status compar- 
able to that of contingent liabilities. 


Commitments to make future loans or purchases 
will become budget expenditures when carried out, 
while insurance and guaranty commitments will be 
contingent liabilities outside the budget and the 
public debt. Unliquidated obligations of govern- 
ment agencies will be budget expenditures, when 
payments are made. The amount of unliquidated 
obligations should decrease gradually with the com- 
pletion of long-range defense programs. 


The various contingent and other liabilities out- 
side the debt ceiling have extensive ramifications, 
and form a gigantic fiscal structure outside the 
budget and the public debt. This network of financ- 
ing schemes gives evidence of government interven- 
tion into the economy even more far-reaching than 
appears from budget totals or the public debt. 








